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INTRODUCTION
oreign Direct Investment (FDI) is considered as one of the vital ingredients for overall development process of a developing country like Bangladesh. Industrial development is an important prerequisite for economic growth of a developing country. Bangladesh is basically a country of agrarian economy. For her economic development, industrial economy is imperative. So Bangladesh is gradually moving from agrarian economy to industrial economy. In the age of globalization, it has become a burning issue to exchange views, ideas, capital and human resources. Government of Bangladesh is trying to create a favorable investment environment through introducing economic policies, incentives for investors, promoting privatization and so on. Therefore, the contribution of FDI is necessary in the enhancement of a country"s economic growth. Researchers have marked FDI as an important factor in accelerating economic success and wealth of a country as well as a door in creating jobs, facilitating economy, and creating more competitive environment and contributing productivity to the host country. In Bangladesh, FDI plays a significant role in GDP acceleration and economic growth (Mottaleb 2007 ). FDI has an unmentionable role in the modernization of the Bangladesh economy for last two decades. It helps the country in building up infrastructure, creating more employment, developing capacity, enhancing skills of the labor force of the host country through transferring technological knowledge and managerial capability, and helping in integrating domestic economy and the global economy. Various positive attributes of Bangladesh is now drawing the attention of the investors from both developed and developing countries. In Bangladesh, it is available to get skilled labor at relatively low wages. Moreover, there is reasonably stable macroeconomic environment. These two important factors can make Bangladesh an alluring destination for foreign investors. Lowest wage rates among the Asian countries, tolerable inflation rate, reasonably stable (except previous year) exchange rate, investment friendly custom regulations and attractive incentive packages make Bangladesh a favorable investment destination. Bangladesh became more open toward FDI policies over the last decades. These above features will certainly maintain the recent advancement in FDI investment in Bangladesh by the foreign investors. During 1980s, FDI to Bangladesh was very little and mostly focused in banking and a few other sectors. Bangladesh started attracting FDI since 1996 in energy and power sector because of favorable and supportive policies for foreign investment, economic reform as well as unexplored gas and oil resources. In 1972, annual FDI inflow was 0.09 million USD and in 1996, it became 231.61 million USD which rose significantly in 2008 to 1086 million USD which declined to 913.32 million USD in 2010 (source: Bangladesh Board of Investment). The objectives of this research paper are as follows:  To evaluate the FDI status in Bangladesh.  To find out the prospects & problems of FDI in Bangladesh.  To analyze the impact of FDI inflow on GDP, Export and private investment of Bangladesh.
METHODOLOGY
The methodology includes an econometric model as well as simple statistical tools such as mean, standard
KEY DEFINITIONS

Foreign Direct Investment (FDI)
FDI is an important category of international investment that shows a long-term relationship between the direct investor and the enterprise. It indicates the influence of the investor on the management of the enterprise. Direct investment relates the initial transaction between the investor and the enterprise. It also shows the transactions between them and among affiliated enterprises, both incorporated and unincorporated. The components of FDI are a) Equity capital, b) Reinvested earnings and c) Intra-company loans. Equity Capital states the ownership as well as the share purchasing of an enterprise by a foreign investor. Reinvested earnings demonstrate that portion of earning of an investor which is not distributed back to him. This means the profits that are not given out as dividends. It is kept within the firm. Intra-company loans include debt transactions and these transactions are regarding lending by the foreign parent company to its affiliates in the form of both short and long-term.
Economic Growth
Economic growth is a rise in national or per capita income of an economy. If a country increases its production of goods and services, by whatever ways and becomes able to increase its average income, it can be mentioned that the country has achieved "economic growth". Economic growth can be measured in nominal terms. This includes inflation, or in real terms that is adjusted for inflation. GDP or GNP per capita is used in comparing the economic growth of one country"s to another.
FDI and Growth
It is revealed in review of various literatures available on FDI that foreign investment is still viewed as a matter of debate. Opinions are still divided in deciding that whether FDI is boom or bane for host countries economic growth and development. FDI has its own merits and demerits.
Many scholars argue that developed nations may try to invade the sovereignty of host country through FDI. In order to earn quick profit they may exploit the natural resources at the faster rate and thus leave the host country deprived in the long run. It have been feared that FDI is a big threat to survival of domestic players. Again, many are of the opinion that basic objective of foreign investments is to earn profits by ignoring the overall social & economic development of the host nation.
LITERATURE REVIEW
There is the global race for attracting FDI, but how much it can contribute to host country's economic development is a matter of assessment. Aitken and Harrison (1999) have evaluated the contribution of FDI to domestic productivity and found positive impacts of FDI on economic development. Again, Levine et al. (2000) found negative results on economic development. Rothgeb (1984) found an immediate troublesome effect of FDI flows on developing countries. This effect would overcome after a short period of time, with positive impacts on growth. Rothgeb (1984) used his model to explore the impact of foreign investment on the growth of Bangladesh and found that FDI has a positive impact on growth. He also found a strong positive effect of the change in the level of domestic investment on growth. V.N. Balasubramanyam, M. Salisu, and D. Sapsford (1996) did an examination about the impact of FDI on economic growth in developing economies using ordinary least squares. Applying the export promotion strategy, they found positive and significant impact of FDI on economic growth in developing countries. Simultaneously, it also showed that such relations do not exist in developing countries applying the import substitution strategy. Bengoa and Sanchez-Robles (1997) showed the positive correlation between FDI and economic growth. In this connection, with a view to getting benefit from long term FDI inflows, human capital, stable economic condition and liberalized markets are required in host countries. Borenszteina et al (1998) examined the data on FDI inflows of sixty nine developing countries by regression framework and found the importance of FDI as a means of transferring technology that contributes more to growth than domestic investment. Pattama (1999) analyzed the long run relationship between FDI and domestic investment in case of Thailand. He found that FDI has a significant and positive long term effect on domestic investment in Thailand. Despite this positive link between FDI and economic growth, empirical evidence also reveals negative association between them. This view goes to the dependency theorists who are in the opinion that dependence on foreign investment tends to create a negative impact on economic growth and income distribution.
The dependency theories argue that foreign gigantic players may create negative effect on the growth and development of domestic firms' of a host country in the . The government also lifted restrictions on capital and profit repatriation gradually and opened up almost all industrial sectors for foreigners to invest either independently or jointly with the local partners. Further, the government also introduced various financial and non-financial incentives like tax exemptions for power generations, import duty exemptions for export processing industries, tax holiday schemes for undertaking investment in priority sectors and low development areas, zero duty rate for the import of capital machinery and spare parts for 100 percent export oriented industries, almost no restrictions on the entry and exit mode, and reduction of bureaucratic hassles in getting faster approvals of foreign projects. Together with all these incentives followed by a low labor cost structure, Bangladesh has been an attractive destination for FDI in the South Asian region since the late 1980s. The trend of Inflow of FDI in Bangladesh has increased over the 1980s as compared to earlier periods and this same momentum continues in 1990s as well. The total inflow of FDI has been increasing over the years. During the period of 1977-2010, total inflows of FDI were USD 8927.9 million, among which the total inflows of FDI during 2006-2010 was USD 4158.63 million. In 1977, this inflow was USD 7 million and in 2008, annual FDI reached to USD 1086.31 million. Unfortunately, there was a declination in inflows of FDI in 2010 which was USD 913.32 million (Source: Survey Report, Statistics Department, Bangladesh Bank). The Figure 1 shows an inconsistent proceeding of FDI inflows during the period. In 1999 there was a sudden decline in the FDI and the falling trend continued for many reasons again in 2001, 2002 and 2003. Serious political unrest during the period discouraged foreign investment and it took quite some time to regain the confidence of foreign investors. There were also some other factors that force this declination in the inflows. After that, there was very good news for Bangladesh. The FDI inflow was on the steady rise from 2003 to 2005. It rose to US$ 1086.3 million in 2008 but slumped to US$ 700.16 in 2009 and again increased to $913.32. In present years, the major share of FDI inflow in Bangladesh come in equity capital from. In 1996 the share of equity capital in total FDI was 30 percent which increases to 57 percent in 2010. In 1996 share of reinvested earnings was 53 percent which decreased to 40 percent in 2010. On the other hand, share of intra-company loan was 17 percent which then decreased to 3 percent in 2010. This shows that the net transfer of resources from abroad into Bangladesh is fairly negligible. The contribution of FDI is very little in case of transfer of 'hardware' technology. Figure 5 reveals that despite the initial increase and steady continuation, FDI inflows in Non-EPZ areas was in declining trend during the period of 2001-2003. In 2004 it increased to 800 million USD and this trend continued up to 2005.The FDI inflows in Non-EPZ areas in 2010 recorded to USD 795.15 million which is 87 percent of total inflows whereas in the beginning of this period (in 1996) it was USD 189.3 million which is 82 percent of total inflows. In the EPZ areas, the FDI inflows were always in a steady direction.
FDI Inflows by Components
FDI Inflows by Areas (EPZ and non EPZ)
FDI Inflows by Sectors
Sector-wise analysis of FDI reveals the fact that a shift has been made by the foreign investors in their investment in Bangladesh (Annex Table- In addition to that, the energy sector draws lower amount of FDI, which is explained by the country"s natural gas reserves. Another factor is the country"s difficulty in electricity generation. The lack of production capacity forces the government to frequently "load shedding" power. It imposes blackouts in areas of low power usage to meet the needs of areas of higher power usage. The government"s lacking of the capital and liquidity of building power grids and expanding the country"s electric capacity opens the door of much scope for foreign investment. It is also a matter of great concern that the investment in energy sector has decreased from 12% to only 3%, which is very alarming. The government should take a close look in this matter and take necessary steps to identify the causing factors and to rectify those to improve our present energy sector conditions.
FDI Inflows by Countries
The country wise FDI inflows in Bangladesh from top 10 investing countries during 1996-2010 are presented in Figure 10 . 
PROSPECTS & PROBLEMS OF FDI IN BANGLADESH
Prospects of FDI
Bangladesh has been promoting FDI for decades with the most liberal investment policy and incentive regime in South Asia. The Foreign Private Investment (Promotion and Protection) Act, 1980, ensures equal treatment for local and foreign Investors. This act also provides legal protection to foreign investment in Bangladesh against nationalization and expropriation. It also gives the guarantee of repatriation of capital and dividend. Bangladesh has achieved a consistent GDP growth of over 5% in the last decade and never experienced a negative growth. Even Bangladesh sustained growth of over 5% during the recent global economic crisis. In 2009 Bangladesh achieved a 5.9% GDP growth. Various necessary steps like generation of huge number of SMEs, success in micro credit and NGO activities, rapid spread of telecommunications services, record level of foreign remittances, acceleration of export earnings are taking the economy at a higher level of growth. Its investment friendly climate offers generous and attractive packages of incentives for foreign investors like 100% ownership, tax and duty exemptions and others. Actually, Bangladesh has gained a higher ranking than many developing countries in terms of incentive package. A lot of additional fiscal incentives are offered to export oriented industries. The government has created Export processing zones (EPZs) to attract private investment. The government targets foreign investors to invest in EPZ. The vision is that the unique opportunities in energy and power, infrastructures, manufacturing and knowledgebased sectors will attract substantial investment. Bangladesh has become a least cost producer in the world with various positive factors like industrious lowcost workforce, strategic location, regional connectivity and worldwide access, strong local market and growth, low cost of energy, proven export competitiveness, competitive incentives, export and economic zones, positive investment climate. Bangladesh is ranked 119th position globally and 4th in the SAARC region in the Ease of Doing Business Ranking by World Bank and IFC report entitled "Doing Business in 2010". Once a foreign investor completes the related formalities to exit the country, he or she can repatriate the sales proceeds after securing proper authorization from the Central bank. Bangladesh makes no difference between foreign private investors and domestic investors regarding investment incentives or export and import policies. In Bangladesh foreign investors enjoy the access to domestic capital markets for working capital in the form of loans sanctioned from the commercial banks and development financial institutions. The foreign investors have been given the opportunity to have access to the services of the country's stock exchanges. Some export-oriented industries of the thrust sector are provided with the benefit of cash incentives, venture capital, and other investment friendly facilities. The Board of Investment (BOI) of Bangladesh provides registration and other services. They also provide the procedures for FDI those have been simplified to attract FDI. Bangladesh Bank has prepared a sovereign and highly effective credit rating report. This should help to attract FDI as well as boost short-term borrowings for the country's private and public sectors. Country"s image will be enhanced by this sound and sovereign credit rating report. It will certainly help local financial organizations to tap low-cost borrowings from foreign sources. The dependence on the London inter-bank offer rate will be definitely reduced. It also helps to obtain low-cost funds from foreign sources.
Facilities and incentives for foreign investors
Problems of FDI
Although Bangladesh is trying to be as friendly as possible to FDI, she is facing some problems regarding investment from foreign sector. The FDI friendly policies of the government and a culture of hospitality to foreigners are very much positive to welcome FDI in Bangladesh. But it is a matter of concern that FDI records in the country in terms of the number of projects implemented as compared to those officially registered is frustrating. Only 72 FDI projects went into production in end of 1999 and 27 were in process of implementation of the 365 FDI projects registered during the year of 1996 -1998, while the remaining 266 projects languished only as the file-cases. The problems that have restricted FDI potentials in the country are as follows:  Bureaucratic interference  Irregularities in processing papers  Overlapping administrative procedures  Absence of a transparent system of formalities  Continuity and prevent timely implementation of strategic, procedural, and even routine duties  Frequent power failures  Poor infrastructure support  Labor unrest  Political unrest  Lack of professional personnel  lack of commitment on the part of local investors  Unexpected delays in selecting projects in studying feasibility  Frequent changes in policies on import duties for raw materials, machinery, equipment etc.
IMPACT OF FDI INFLOW ON THE ECONOMY OF BANGLADESH
Impact of FDI inflow
Now a daze Bangladesh is trying her best to attract foreign direct investment to boost up her economic condition. Bangladesh has liberalized a number of policies so that she can attract more foreign direct investment into the country. It is usually considered that foreign capital inflows can boost up domestic capital. It is believed that FDI accelerates economic activities and eventually causes economic growth. It increases employment opportunities. FDI brings highly productive resources into the recipient economy. This causes positive effects on the employment creation not only in the sectors that attract FDI inflows but also in the supportive domestic industries.
Dependent Variables GDP:
Gross domestic product (GDP) is the market value of all final goods and services produced within a country within a given period. There are many factors to accelerate GDP. It is assumed that the GDP is influenced by FDI Inflow. If the explanatory power of FDI Inflow, the independent variable is high over Gross domestic product (GDP), the dependent variable, the assumption will be proved. EXPORT: There are many factors that can affect export. It is assumed that FDI Inflow is one of the prominent factors that influence the export. If the explanatory power of FDI inflow, the independent variable is high over export, the dependent variable, the assumption will be proved.
DOMESTIC INVESTMENT:
There are many factors that can affect domestic investment. It is assumed that FDI Inflow is one of the prominent factors that influence the domestic investment through increasing competitiveness. If the explanatory power of FDI Inflow, the independent variable is high over domestic investment, the dependent variable, the assumption will be proved.
INDEPENDENT VARIABLE FDI INFLOW
FDI Inflow refers to the long-term investment in a foreign country. It consists of three components: equity capital, reinvested earnings and intra-company loans.
MODEL SPECIFICATION
To investigate the impact of FDI on GDP, it is assumed that-Y1= a+b1x1 Where, Y1 = Gross Domestic Product in million USD, a= constant term, b1 = Regression coefficients for the independent variable, x1 = FDI Inflow in million USD Here, Y1 (i.e. GDP) is the dependent variable, while the x1 is the independent variable. This test has been used to find out whether there is a relationship between dependent variable and the independent variable. Collected data has been processed and analyzed with the help of SPSS software.
To investigate the impact of FDI on export, it is assumed that-Y2= a+b2x2 Where, Y2 = Export in million USD, a= constant term, b2 = Regression coefficients for the independent variable, x2 = FDI Inflow in million USD Here, Y2 (i.e. Export) is the dependent variable, while the x2 is the independent variable. This test has been used to find out whether there is a relationship between dependent variable and the independent variable. Collected data has been processed and analyzed with the help of SPSS software.
To investigate the impact of FDI on Domestic investment, it is assumed that -Y3 = a+b3x3 Where, Y3 = Domestic Investment in million USD, a= constant term, b3 = Regression coefficients for the independent variable, x3 = FDI Inflow in million USD Here, Y3 (i.e. Domestic Investment) is the dependent variable, while the x3 is the independent variable. This test has been used to find out whether there is a relationship between dependent variable and the independent variable. Collected data has been processed and analyzed with the help of SPSS software. 5.5 Hypothesis of the study H1: FDI Inflow has positive and significant impact on GDP. H2: FDI Inflow has positive and significant impact on export. H3: FDI Inflow has positive and significant impact on domestic investment.
RESULTS
Impact of FDI on GDP
The following regression equation is found, Y1 = 56987 + 158.757× FDII Here Y1 = GDP in million USD Table. The value of correlation coefficient is .757 and R square is .573. These show that the independent variable under reference has high degree of correlation with GDP.
The above table presents regression coefficients that are obtained from the regression Model. This is observed that the independent variable FDI Inflow has exerted significant influence on GDP. As expected, FDI Inflow is found to have positive and significant relationship with GDP.
Impact of FDI on Export
The following regression equation is found, Y2 = 934.8 + 15.7× FDII Here Y2 = Export in million USD The above table presents regression coefficients that are obtained from the regression Model. This is observed that the independent variable FDI Inflow has exerted significant influence on export. As expected, FDI Inflow is found to have positive and significant relationship with export.
Impact of FDI on Private investment
The following regression equation is found, Y3 = 934.8 + 15.7× FDII Here Y3 = Domestic investment in million USD a Dependent Variable: Domestic Investment in milion USD The above table presents regression coefficients that are obtained from the regression Model. This is observed that the independent variable FDI Inflow has exerted significant influence on domestic investment. As expected, FDI Inflow is found to have positive and significant relationship with domestic investment.
Analysis
The above regressions were tested for the period 1996-2010. The regression results suggest that the model is a good fit as indicated by the values of R2 and F statistics. It is observed that FDI Inflow has significant impact on GDP, export and private investment. The coefficients of the independent variable in each case suggest that FDI Inflow has positive and significant impact to accelerate GDP, export and private investment. Though FDI has positive and significant impact on GDP but FDI Inflow/GDP ratio is very small and it has no mentionable increasing trend. In order to accelerate GDP Growth, it is obvious to increase FDI Inflow.
GDP, GDP Growth, FDII/GDP and FDII/GDP Growth, Export, Export/GDP and Domestic investment over time
CONCLUSION & RECOMMENDATIONS
In Bangladesh FDI plays a very important role in achieving expected economic growth. FDI flows have been successful in increasing GDP. At the same time, FDI has also made a contribution in improving the income level of Bangladesh. FDI can ensure Bangladesh to realize higher growth by having the capabilities of using all the resources to the fullest potential. There is an increasing trend in foreign investment due to positive effect of the incentives provided and changes in our economic policies. FDI has positive correlation with GDP, export and private investment. In order to sustain the economic growth and continue the present status of FDI inflow, Bangladesh needs to maintain some effective steps. 
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